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DELMARVA POWER & LIGHT COMPANY
TESTIMONY OF JAMES B. JACOBY
'BEFORE THE DELAWARE PUBLIC SERVICE COMMISSION
CONCERNING THE NOVEMBER 2013 THROUGH OCTOBER 2014
GAS COST RATE '

PSC DOCKET NO. 13- K

1. Q: Please state your name, occupation, and business address.

A:

My name 1s James B. Jacoby, Managér Gas Supply, for Delmarva Power &

Light Company (Delmarva or the Company). My office is located at 630 Martin

Lﬁther King Jr. Blvd, Wilmington, Delaware 19801.

: Please briefly summarize vour educational and professional background.

I hold a Bachelor of Science Degree in Mining Engineering from The
Pennsylvania State University and I am a licensed Professional Engineer in the
Commonwealth of Pennsylvania.

I have been employed by PHI, the parent of Delmarva Power and Light

- Company (Delmarva) and its affiliates sincé July of 1990 serving in operations,

environmental, and risk functions. Prior to this I was employed for seven years as an

engineer in the mining and environmental industry.

lII,.--..

In my current role, I am responsible for developing and managing a reliable,

cost-effective gas supply portfolio for Delmarva GCR customers.



.' 1 3. Q: Have vou previously testified before the Delaware Public Service Commission?
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A

Yes. I have provided testimony before the Delaware Public Service

Commission (Commission) in the Annual Gas Cost Rate Case for 2011 — 2012,

Docket No. 11-381F; the Annual Gas Cost Rate Case for 2012-2013, Docket No. 12-

~ 491F and the 2011 QFCP-RC proceedings, Docket No. 11-362.

4. Q:What is the purpose of your testimony in this proceeding?

- Acs

[ am testifying on behalf of Delmarva supporting the Gas Cost Rate (GCR)

| p_ropolse d to be effective from November 1, 2013 through October 31, 2014. My

testimony presents the de,veldpment of the total estimated gas supply costs for the

period. The estimate includes the following cost elements: 1) gas commodity; 2)

Iirllterstate pipeline transportation demand; 3) storage demand and capacity; 4) storage

withdrawal/injection; 5) variable transportation commodity; 6) fuel; and 7) an estimate
of capacity release and off-system sales revenue credits. Msf direct testimony will also
discuss Delmgrva’s natural gas hedge plaﬁ. My testimony was. prépared by me or
under my direct supervision and control. The source documents for my testimony are

Company records. I also rely on my on my personal knowledge and experience.

5. Q:_Please outline Delmarva’s firm interstate pipeline and storage capacity and

A:

SUL leinental supply nortfolio available for this upcoming GCR period.

Schedule JBJ-1, Portfolio of Firm T mnsportation & Storage Services,

- summarizes the firm transportation and firm storage services presently imdelj contract

that have primary delivery points to Delmarva’s interstate pipeline interconnections.
Based upon these upstream contracts and the planned-for design day vaporization of

25,000 MCF from Delmarva’s LNG facility, Delmarva will begin this period with



10

11

12

13

14

15

16

17

138

19

20

21

22

185,085 MCF of peak or design day supply deliverability available fo meet firm sales
customer requirements. . .

The Transco PS3 contract 1005012 on Schedule JBJ-1 (Line 4) with daily
deliverability of 1,600 MCF has not been renewed and will terminate on May 31,
2014. Column 5 of Schedule JBJ-1 shows the revised design day supply deliverability
of 183,485 MCF available to méet firm sales customer requirements after May 31,
2014, I

As discussed with Staff and DPA during the First Quarter 2013 Hedge Call in
May 2013, the Columbia Contracts FTS 49832 & 49833 (Lines 6 & 7 Schedule JBJ-1)

were each extended to 10/31/2018. Delmarva ne gotiated a more desirable delivery

point (TCO Leach instead of Broad Run) in each contract, which gives Delmarva a
more liquid supply source and improves the likelihood of executing capacity release

transactions. Reténtion_ of these contracts also helps maintain the Firm Deliverability

versus Design Day margin.
6. Q: What are the maijor differences between this year’s projected transportation and

storage demand costs versus those contained in last vear’s annual GCR filing?

Annual projected fixed costs related to Delmarva’s transportation and storage

services are summarized in Schedule JBJ-2. This Schedule compares the projected

~ 2013-2014 costs (Column 3, Schedule JBJ-2) with the estimates included in last year’s

GCR application (Column 4, Schedule JBJ-2). Overall, compared to last year’s

application, fixed costs are projected to increase by $1,043,265, or 3.7%. The

variance can be explained by increased Pipeline Capacity & Supply costs totaling

\
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$1,242;760 which were offset somewhat by decreased St’oragé and Seasonal Services
costs totaling $199,836. o

The increas¢ in Pipeline Capacity & Supply charges was due primarily to the '
Transco proposed rate increase for FT contract 1003684 (Line 1, Schedule JBJ-2). That
Increase was partially offset by the Transco Sentinel M§ter Up gradc I(Line 10, Schedule

JBJ-2) and the Columbia FTS contract. The Transco rate changes are part of the

~current base rate case explained further in Question 7 below.

The decrease in Storage and Seasonal Services costs was attributable to lower
Columbia Firm Storage Service (FSS) contract costs (Line 15, Schedule JBJ-2); lower
Columbia SST costs (Line 16, Schedule JBJ-2), and were partially offset by higher

Transco GSS costs (Line 14, Schedule JBJ-2).

: Has Delmarva included any forecast of interstate vipeline bill credits or refunds

In this year’s GCR Application?

No. Delmarva is awaiting the resolution of the most recent Transco Rate Case,
filed iAugu.st 31, 2012 (FERC Docket No. RP12-993). On Maréh 1, 2013 Transco put
new rates into eff'eét,' subject to refund upon settlement of the case.  Settlement

negotiations are ongoing and are éxpected to be finalized in the 3™ quarter of 2013.

" Final rates and refunds are subject to FERC review and approval and are not expected

until the ond Quartér of 2014. Delmarva has participated in the case as a member of
the Transco Cost of Service Custome: Group (TCG) comprised of nineteen (19) utility

companies and municipalities working to ensure a reasonable rate outcome.



. 1 8. Q: Please describe the development of the system’s gas rec uirement_s forecast.
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10. Q:

Firm send out is based upon (a) a monthly forecast of firm billed sales
provided by Delmarva Witness Brielmaier; (b) Company Use; (¢) a 2.8% factor for
lost and unaccounted-for-gas; and (d) cycle billing effect. In this Application, non-

firm send out is assumed to be zero based upon Delmarva’s recent experience with

'Very few sales under its Flexibly Priced City Gate Sales Service (FPS). Schedule JBJ-

3, Page 1 of 6, presents the firm sales, Company Use, lost and unaccounted-for-gas

and cycle billing estimates on Lines 2, 3 and 4.

: How'are the ro'eéted demand, supply and price forecasts intesrated?

- For each month of the. forecast period, sources and disposition of supply are
matched, taking into consideration customer demand, storage inventories, contractual
limitations and economics. The gés procurement process takes into account reliability
of supply, operational considerations, and contract obligations then is sfructured to
acquire gas supplies at the best possible cost. Schedule JBJ-3 sununar.izes_ Delmarva’s
projected gas démand, supply and supply prices for the forecast period, November
2013 through October 2014.

What source did Delmarva select for develb oment of its -price forecast for spot
purchases? .
Delmarva used the NYMEX gas futures closing prices on August 8, 2013, as

its spot (wholesale) natural gas price (See Table 1 below). Delmarva believes that the

NYMEX natural gas futures closing prices on August 8, 2013 were reasonable for use

as the wholesale natural gas price forecast and that using a different methodology was
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not likely to provide a more accurate GCR forecast. This methodolo gy is consistent

with the Commission Order No. 0956, dated July 11, 2006.

Table 1. NYMEX Futures Closing Prices (In MCF)

Item | Month | NYMEX 8/8/2013
B | November 2013 ' | $3.5625
2 December 2013 $3.7508
3 January 2014 $3.8471
4 February 2014 | $3.8502
§ | March 2014 | . $3.8160
6 | April2014 o ~ $3.7612
7 | May 2014 $3.7860
8 | June 2014 | | $3.8202
o | July2014 $3.8543
10 | August2014 - $3.8709
11 September 2014 - l $3.8730
| 12 | October2014 $3.8947

4 11.Q: What are the ma'o_r components of Delmarva’s projected natural zas commodi
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costs for the November 2013 to Octo_ber 2014 determination period contained in
Delmarva’s annual GCR application? ' ' -

A: Delmarva’s estimated natural gas commodity costs for the 2013-2014 GCR
determination period totals $46,052,062, and is based on three components
sununérized in Table 2 below: 1) natural gas expected to be withdrawn from storage;
2) gas that is currently hedged for the 2013_-2014 determination period; and 3) “spot”
gas, or gas purchased that is not hedged at the time the cost forecast is prepared.
Please note that during this GCR period, Delmarva plans to .hedge' a portion of the gas
deemed as “spot” gas according to the Commission approved non-discretionary

hedging program. .



Table 2. Summary of 2013-2014 Projected Commodity Costs

| | | | $/ Commodity
Item | Source of Supply Percent Supply (MCF) | MCF Cost
1 | Storage Withdrawals 24.3% 3,084,729 | $3.84 | $11,848,309 |
| 2 | Hedged Purchases 21.3% 2,705,314 | $4.22 $11,425,039
3 | Spot Purchases 54.4% 6,920,864 | $3.81 $26,337,508
| 4 | Total Purchases 1 100.0% 12,710,907 | $3.90 | $49,610,856 |
5 | Fuel & Variable Costs | ($0.28) | ($3,558,794) |
6 | Total Commodity Costs | $46,052,062

12. Q: - How does the summary of projected 2013-2014 commodity costs shown in

Table 2 above compare to the 2012-2013 forecast?

A:

projected to be $8,588,466 lower (See Table 3 below).

" Table 2. Summary of 2012-2013 Projected Commodity Costs

'Overall, compared to last year, 2013-2014 wholesale gas commodity costs are

| | | | $/ Commodity
|_Item | Source of Supply | Percent | Supply (MCF) MCF | Cost
1 | Storage Withdrawals 28.6% 3,785,084 | $3.37 $12,772,709 |
| 2 | Hedged Purchases 18.1% 2,388,880 | $6.48 | $15,482,765
3 Spot Purchases 53.3% | 7,055,970 | $3.44 . $24,275,177
4 I Total Purchases 100.0% 13,229,943 | $3.97 $52,530,651
5 Fuel & Variable Costs $0.16 $2,109,877 |
| 6 | Total Commodity Costs | ' $54,640,528

Table 3. Change in Projected Commodity Costs -2013/14 GCR vs. 2012/13

GCR

| / |

| Item | Source of Supply Percent | Supply (MCF) I\;ZSCF Commodity Cost
1 Storage Withdrawals | -4.3% (700,355) | $0.47 ($924,400)
2 | Hedged Purchases 3.2% | 316,425 | ($2.26) ($4,057,726)

I 3 Spot Purchases 1.1% | 5135,106! $0.37 $2,062,331 |
4 | Total Purchases I (519,036) .($0.07) ($2,919,795)
S | Fuel & Variable Costs (50.44) ($5,668,671)

| 6 | Total Commodity Costs ] l (3$8,588,466)

-
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- Storage withdrawal costs are expected to be $924,400 loﬁer than the storage
withdrawal costs forecast in last year"'s GCR filing. Léwer natural gas market prices -
during injection months (April through Octobe‘r) are thg main reason for the variance.

Hedged Purchase costs in this yeﬁr’s foi*ecast are $4,057,726 lower mainly due
to the expiration of legacy hedges (hedges entered into prior to the new hedging
program). Schedule JBJ-4 shbws the pércéntage hedged for the upcoming -GCR
period, the hedge costs and the market value of the hedges based on Augusf 8, 2013
NYMEX pricing. This Schedule, along with othér confidential schedules, is 'Ijeviewed

with the Commission and the Division of the Public Advocate (DPA) on a quarterly

~ basis. Please note that the volumes on Schedule JBJ-4 are stated per MMbtu. Line 15

has been added to this Schedule so the hedge volumes and cost per unit can reconcile

to the Hedge Purchases in MCF disclosed on Table 2. Summary of 2013-2014

Projected Commodity Costs, above.

The mcrease in Spot Purchases of natural gas totaling $2,062,331 are expected.

to occur at an average price of $3.81 per MCF, which is higher than fhe $3.44 per

MCF forecast in last year’s GCR ﬁlmg This is mai.nly due to higher natural gas
market prices when compared to the prior year.
The decrease in Fuel & Variable Costs totaling $5,668,671 is mainly due to

decreased basis charges.



13. Q: Pleése_ explain__how the estimated _cost_for hstorage withdrawals is

determined?

3 . Projected storage withdrawal costs are estimated by taking the actual inventory
4 cost as of August 8, 2013, and projecting the volume and total cost of gas expected to
5 be injected between August 9, 2013 and October 31, 2013. The total cost of injected
6 gas into Delmarva’s storage facilities includes all tfansportation commodity and
7 storage charges in addition to the underlying market cost of the na-tq:ral gas at the time
8 ~ of injection.

9 14, Q: Please outline the guidelines of Delmarva’s Natural Gas Hedging Program.

10 A.  Commission Order 7658, dated October 6, 2009, requires Delmarva to'hedge,
11 on a non-discretionary basis, fifty percent (50%) of the projected monthly gas
12 | I requirements. The time horizon of the Hedging Program is 12-months. Therefore,
13 hedges are to be entered into on a pro-rata basis (1/ 12" each month) over the 12-
4 months preceding the month in which the physical gas is delivered to customers. As |
15 noted -during the quarterly hedge calls, L_Delmarva defines projected monthly gas
16 requirements as projected city gate requirements plus storage injections minus
17 storage withdrawals. Delmarva created a method to track the quantity of hedges by
18  month that it needs to execute in order to maintain compliance with the new
19 . guidelines to hedge 1/12 each month on a pro-rata basis beginning 12-months in
20 advance. This tracking mechanism is shared and discussed with Commission Staff
21 “and the DPA on a quarterly basis.

22
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15. Q: Have theré been_any changes to Delmarva’s Naturall‘Gas Hedging Program
since thel ui(ielines were established in PSC Order 7658‘ dated October 6, 2009?
A. No. .
16. Q: What are the objectives of Delmarva’s Natural Gas Hedging Program and
Natural Gas Planning and Procuremcnt Strategy? . -
A: - | The objectives of the Natural Gas‘ Hedging Prograrn are 'to reduce gas '
cdmmodity price volatility while limiting the ﬁrm sales customers’ exposure to
increases in the market price of natural gas. - .
The overall objective of Delmarva’s Gas Supply Pl‘anning and Procurement
Strategy is to provide reliable natural gas supply and service to core residential,
commercial and industrial customers at the best no ssible cost. To ‘ ensure reliébilify,
Delmarva secures by long-term contract the needed pipeline and storage services to

“serve its core customers’ firm requirements.

17. Q: What has Delmarva done to lower fixed pipeline and storage costs?
A, Delmarva employs a number of methods that help it offset the fixed cost of
pipeline transportation and storage capacity, the most significant being off-system
 sales and capacity~ release transactions. ‘Delmarva enters into these short term
transactions to sell pipeline or storage capacity not needed to serve 1ts firm sales
customers. Typically, the term of the off-system sales transactions are either monthly

or daily. Capacity release arrangements are most commonly done for a seasonal term

(e.g., Nov. — Mar. or Apr. — Oct.) or for a term of one year. In entering into these
transactions, Delmarva seeks to obtain at least market value for such _pipeline

transportation and storage capacity.

10
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For the forecasted GCR period as shown on line 210 of Schedule JBJ-3,
Delmarva estimates it will achieve $3,55 7,607 In gross itlargins from off-system sales
and capacity ralease transactions. *Deimarva expects to continue to capitalize on
spread differentials between supply sources and the market area to earn off-system
sales margins, and expects to achieve value from releasing pipeline capacity on a
monthly and seasonal basis.

Delmarva continually evaluates its transportation and storage portfolios in an
effort to reduce costs while maintaining reliability, and also monitors and intervenes,
as necessary, in pipeline rate cases in an effort to mitigate the financial impact of such

rate cases. The current Transco rate case, referred to in Jacoby Question 7, is an

~ example of such intervention.

18. Q:

How does Delmarva’s firm supply deliverability compare with forecasted desien-

day customer demand?
Delmarva’s firm supply deliverability for the 2013-2014 GCR period is

- 185,085 MCF (Line 23, Column 2, Schedule JBJ-1); which is 7.6% higher than the projected

design-day requirement of 172,077 MCF shown on Séhedule JBJ-5. Schedule JBJ-5,
Firm Deliverability Vetsus Desi gn Day, depicts how Delmarva expects its design-day
reserve to change over the next three years based on its most recent strategic planning.
Delmarva canceled Transco FT contract 1005012 (Line 4 Schedule JBJ-1) with
daily deliverability of 1,600 MCF, which directly affects Delmarva’s firm
deliverability to the city gate. This reduction is also noted on Schedule JBJ-5.
Delmarva had two Columbia contracts (Lines 6 & 7, Schedule JBJ-1) which were

set to expire October 31, 2013 and October 31, 2014, respectively. Delmarva

11



extended both cohtracts to March 31, 2018. In addition, Columbia agreed to enhance

the receipt point on both contracts by making them TCO Leach, a more liquid point
3 - than the previous contractual receipt point of Broad Run. These volumes associated

4. with these extended contracts are included in the totals shown on Schedule JBJ-5.

5 19.0: Does Delmarva regularl evaluate its pipeline and storage as_set-s' for possible

6 reductions, additions or changes in composition?
7 A: Delmarva contmually reviews its portfolio of pipeline and storage asseté for
8 - possible changes in its composition. Schedule JBJ-6 is a listing of Delmarva’s
9 pipeline and storage assets along with expiration dates, evergreen provisions “stay
10 period” and the first date Delmarva can make a decision to rénew or terminate assets
11 in timeline format. This Schedule has been used in addition to éthér data to evaluate
12 its pipeline and storage assets.

13 20.Q: Has Delmarva entered into any new Asset Management Agreements for any part

14 ~ of its portfolio?
15 A: Nd.

16  21. Q: Does this conclude your direct testimony at this time?
17 A: Yes. |

12



DELMARVA POWER & LIGHT COMPANY _
PORTFOLIO OF FIRM TRANSPORTATION AND STORAGE SERVICES

WINTER 2013-14 GCR PERIOD

N N NN A a2 e e wd W)
CON 20 OWONNOTARWNOOON®OGO K WM

(1)

Firm Transportation

Transco Sentinel FT 9076492
Transco FT * 1003684
Transco PS3 1005012
"Transco FT 4 1011993
Columbia FTS 49832
Columbia FTS 49833
Columbia FTS 80724
TETCO FT-1 - 800475
Firm Storage
Transco GSS 1000854
Columbia FSS 80722
Transco LNG -

Subtotal Firm Capacity Available

Supplemental Supply
Delmarva LNG

Total Firm Peak Day Planned Capacity

Notes: |
Termination notice sent on May 31, 2011 and officially expires May 31, 2014

1

9010117

- (2)
Number Daily (Mcf) | Annual (Mcf) Expiration Daily (Mcf)

24,155
54,800

1,600
4,831
3,342
3,343
19,324
9,662
121,057

28,420

9,768

340

39,028

160,085

25,000

185,085

(3)

8,816,575
20,002,000
584,000

1,763,315

1,219,830
1,220,193
7,053,260

3,526,630
44,185,803

2,056,961
970,216
6,970
3,034,148

47,219,951

250,000

47,469,951

(4)

5/20/2029
Month

5/31/2014

Month

10/31/2018
10/31/2018
10/31/2019

10/31/2018

3/31/2023
3/31/2020
3/31/12020

2 Contract has no date of termination and is an evergreen contract at DPL's Option

Sc_hedule JBJ-1

(5)

24,155
54,800
0
4,831
3,342
3,343
19,324
9,662

119,457

28,420
9,768
840

T 39.028

158,485

25,000

183,485



DELMARVA POWER & LIGHT COMPANY ' Schedule JBJ-2
FIRM TRANSPORTATION & STORAGE CONTRACT PORTFOLIO

SUMMARY OF PROJECTED FIXED GAS COSTS

2013-14 GCR PERIOD

2013 2014 2012—-2013
CITYGATE PROJECTED PROJECTED VARIANCE
PIPELINE CAPACITY & SUPPLY MDQ COSTS COSTS 3) - (4

TRANSCO FT N 54,300 $11,132,445 $9,367,336 $1,765,109

1
2 COLUMBIA FTS 26,009 $1,850,304 $1,963,044 ($112,740)
3 TRANSCO SENTINEL FT | 24155  $5,024,320 $5,027,605 ($3,285)

4 TETCO, TRUNK & PEPL ' 9,662 $1,804,652 $1,872,093 ($67,441)
5 TRANSCO LEIDY-LINE FT 4,831 - $268,568 $217,905 $50,663
6 GULF FTS-1 & FTS-2 o | ~ $1,161,586 $1,161,586 $0
7 EASTERN SHORE FT365 = - - $3,906,660 $3,906,660 $0 -
8 EASTERN SHORE T - 1 | $66,432 - $66,432 $0
9 EASTERN SHORE E-3 SURCHARGE . $288,053 $288,053 $0

10 TRANSCO SENTINEL METER UPGRADE $502,700 $892,246 ($389,546)
11 SUBTOTAL 119,457 $26,005,720  $24,762,960 $1,242 760
12

13 STORAGE & SEASONAL SERVICES: | | |

14 TRANSCO GSS 28,420 $1,654,838 $1,489,870 $164,968
15 COLUMBIA FSS 0.768 $364,044 $540,376 - ($176,332)
16 COLUMBIA SST $505,722 $711.,410 ($205,688)
17 TRANSCOPS-3 1,600 $123,176 $160,034 ($36,858)
18 TRANSCO ESS - $521,621 $498,968 $22.653
19 TRANSCO WSS $246 632 - $215,211 $31,421
20 ' SUBTOTAL | + 39,788 $3,416,033 $3,615,869 ($199,836)
21 - |

22 SUPPLEMENTAL PEAKING SERVICES: |

23 TRANSCO LNG 840 $37,063 $36,722 $341
24 DELMARVA LNG 25,000 $0 $0 $0
25 SUBTOTAL 25,840 $37,063 $36 722 $341
26

27 TOTAL 185,085 $29,458 816 $28,4‘15,551 $1 043,265

N
oo

%
m

3.7%
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